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TITLE 326 AIR POLLUTION CONTROL BOARD
#00-137(APCB)

On December 1, 2000, IDEM published draft rules for the reduction of nitrogen oxide (NO,)
emissions from certain indugtrial sources. In response to the publication of the Second Notice of
Comment Period, IDEM received over three hundred (300) letters from the regulated industry and
concerned citizens, including many received after the comment period deedline.

This document includes a list of comments submitted by the January 2, 2001, deadline, a summary of
the issues and questions raised in those comments, and the department’ s reponse. Comments
submitted after the comment period deadline are not listed or summarized here, but few, if any, issues
were raised in the late comments that were not dso addressed in comments submitted by the deadline.
IDEM appreciates the great amount of interest expressed by the public in this rulemaking and the many
thoughtful suggestions commenters have provided.

There are many complex technical and policy issues raised in this rulemaking. In this Responseto
Comments and in the draft rule language IDEM isissuing in advance of the February 7, 2001, air
pollution control board meeting, IDEM has tried to address as many comments as possible, while
staying mindful of the fact that Indiana s rule must ultimatdly be gpproved by U.S. EPA as congstent
with the federal NO, control program. While attempting to advance the debate and begin to narrow
theligt of issues dtill under discusson, IDEM hasincluded draft rule language on a number of
controversd issues. We fully expect that the public debate on those issues will continue after the
February 7 air pollution control board mesting.

Following is a summary of how the draft rule language addresses the various issues related to the
trading budget.

The Trading Budget

Since the Second Notice was published, IDEM has had discussons with U.S.EPA about the trading
budget, especialy for nonEGUs. IDEM has aso considered a number of issues related to the
alowance dlocation formula. Thisissue has been the subject of many of the comments from the public
and regulated sources, and raises anumber of policy issues. Key issues related to the budget include:

$ How large isthe EGU trading budget? How largeis the nonEGU trading budget?

$ Should the budgets be kept separate for distribution to EGUs and nonEGUSs or should they be
combined?

$ Whether, and how many, tons should be set aside from the EGU and the nonEGU totas for
distribution to new sources?
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$ Whether, and how many, tons should be set aside from the EGU and the nonEGU totas for
distribution to energy efficiency or renewable energy projects (EE/RE)?

$ Should units that are currently shut down, but operated at some point during the 1995-9 period
on which dlocations are based, be dlocated dlowances for the first dlocation period?

$ Should the alocations be based on a straight emission rate (.15 Ib/mmBtu for EGUs and .17
Ib/mmBtu for nonEGUS) regardless of a unit’s historical or alowable emisson rate, or should
the allocations be based on the stricter of those rates?

$ Using U.SEPA’s methodology for dlocations, some units do not need to control and in fact
would receive dlocations in excess of whet their expected emissonsare. Should those
“excess’ dlowances be dlocated to those units or should they be used to offset costs for
companies that will haveto ingadl controls under the rule, or for new sources?

IDEM expects further discusson on these issues, but haslaid out in this draft rule an approach for
digtributing the total trading budget.

Based on U.S. EPA and IDEM’ s cdculations, Indiand s trading budget is as follows:

EGUs nonEGUs
Trading budget 45952 tons 11107 tons
New source set aside 2298 (5% for 2004-6) 111 (1%)

[919 (2% after 2006)]
EE/RE st asde 1141 (2% of totd
trading budget)

Tons available for distribution 43654 (2004-6) 9855
to existing sources [45033 (after 2006)]

Allocations. The draft rule ates that for the first alocation period (2004-6), existing EGUs will
receive allowances based on the average of each unit’s highest two years of heat input between 1995-
1999 multiplied by .15 Ib/mmBtu or their dlowable emisson rate, whichever is more stringent. Any
alowances |ft after this distribution is made are distributed to dl EGU units pro rata

For the firgt alocation period, existing nonEGUs will recelve allowances based on the average of each
unit’s highest two years of heat input between 1995-1999 multiplied by .17 Ib/mmBtu or the unit’'s
“basdline emisson rate,” whichever islower. The basdine emission rateis the unit's average ozone
season emission rete for the period 1995-1999. As with the EGUSs, any alowances left over after the
initid digtribution is made are digtributed to al nonEGU units pro rata. Because of the wide rangein
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emission rates among Indiana s nonEGUS (some operate at an emission rate consderably above U.S.
EPA’s presumptive .17 Ib/mmBtu and others considerably below), the result is that some sources will
be required to ingtdl control equipment and/or purchase allowances and others will receive alowances
in excess of what they need to operate and be able to sall or trade them. IDEM will continue to
evauate the dlocation methodology for these sources to provide asfair and cost-effective a system as

possible.

One way to address the issue of the potentia disparity in alocations to nonEGUs s to use the more
gringent emission rate to determine alowances as the draft rule sates. Sources that have historicaly
operated at alevel below U.S. EPA’s presumptive rate or are limited by a permit to alower rate will
not incur the codts of ingdling control equipment and would deriving a pure economic benefit from the
rule. Digtributing those alowances to sources that will be required to ingtdl control equipment helps
lower the costs of those controls to the companies and, ultimately, to consumers. Another approach
would be to use adifferent (higher) presumptive emission rate for caculating dlowances for units whose
actud emission rate is subgtantialy higher than 0.17 Ib/mmBtu and for whom meeting the 0.17
Ib/mmBtu emission rate would require greater than sixty percent (60%) reduction in emissons. IDEM
wel comes specific comment on thisissue.

IDEM’ s approach includes the distribution of alowances to shut down units, as long as they operated
at least one season during the 1995-1999 period. This approach issimilar to the treatment of retired
unitsin the rule, whereby a shut down or retired unit continues to receive alowances until it no longer
gppears as an operating unit in the period IDEM uses to determine dlocations in future periods.

New source set-aside. IDEM has recommended that a single set-aside pool for new sources (both
EGU and nonEGU) be created. New sources would apply each December for alowances to be used
in the upcoming ozone season until the units can use alowances as an exiging unit. Having an annud
gpplication process assures that al new sources have an equa opportunity to seek alowances and
avoids a gtuation where the new sources thet are “first in ling” receive dl the dlowances leaving none
for new sources in subsequent years. Having a single pool means that set-aside alowances will not go
unused if there are not sufficient new projectsin ether the EGU or nonEGU category. IDEM has
proposed the size of the new source set aside by baancing information about new projectsthet arein
the gpplication process now, historical trends of growth, and expected costs of the control program for
exiging sources.

Energy Efficiency/Renewable Energy set-aside. IDEM has included a set-aside pool for EE/RE

projectsin an amount equa to two percent (2%) of the trading budget. This amount is considered
more than sufficient in the first years of this program to provide incentives for innovetive energy saving
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projects. Any tons not alocated for a given ozone season would become available for new sources
seeking alowances for that season. IDEM bdieves that there isflexibility in the nonEGU budget to
permit dedicating these tons to EE/RE projects without increasing costs to nonEGUS over what they
would have been without the set-aside.

Compliance Supplement Pool

Another issue of greet interest to commenters is the compliance supplement pool (CSP). In the Second
Notice of Comment Period, IDEM had proposed to partition the CSP between EGUs and nonEGUs
and reserve a portion for demongtration of need. The draft rule now provides asingle pool for dl
sources. Up to fifty percent (50%) of the CSP would be available for early reduction credits generated
in 2002 and the remaining amount would be available for credits generated in 2003 and demongtrations
of need.

IDEM will continue to discuss these issues, as well as others addressed in detall in the
remainder of this document, with interested parties as the rulemaking process continues.

SUMMARY/RESPONSE TO COMMENTSFROM THE SECOND COMMENT PERIOD

The Indiana Department of Environmenta Management (IDEM) requested public comment
from December 1, 2000, through January 2, 2001, on IDEM's dr&ft rule language. IDEM received
comments from the following parties:

Aluminum Company of America (ALCOA)
American Electric Power (AEP)
Bradley D. Barhyatt (BDB)
Denise L. Benson (DLB)
Bethlehem Stedl Corporation (BSC)
Stephanie Bode (SB)
Shirley J. Carr (SIG)
Cinergy Corporation (CIN)
Citizens Action Codlition of Indiana (CACIH
Citizens Therma Energy (CTE)
Clean Air Action Corporation (CAAC)
Heather Cox (HC)
EnviroPower of Indiana (EPY)

John Everitt (JE)
Chet Foster (CF)

1/23/01 4



1/23/01

Mark Grable

Kim Grayson

George Grosskopf

Lori Hal

Bill Hayden

LauraA. Henderson

Amy Hally

Hooser Energy REC, Incorporated
Hooser Environmenta Council
Joseph and Donna Huber

Indiana Coal Council, Incorporated
Indiana Divison-1zaak Walton League of America
Indiana Manufacturers Association
IndianaMunicipa Power Agency
Indiana Petroleum Council
Indiana-K entucky Electric Corporation
Indianapolis Power and Light

Ispat Inland Incorporated

Lisa Jackson

Gary Kah

Jenine Kemp

Judy Kreger

Don Landers

Allen R. Lauer, Senior

Mike Leckrone

Jodi Liebeno

Nancy Little

B. J Loudreth

LTV Sted Company, Incorporated
Deanna Maddox

Barbara McGraw

Midwest Independent Power Suppliers Coordination Group

Scott Montgomery

Natural Resources Defense Council
NiSource

Kim Pdlikan

Mary K. Paynter
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(MG)
(KG)
(GG)
(LH)
(BH)
(LAH)
(AH)
(HE)
(HEC)
(JDH)
(ICC)
(IWLA)
(IMA)
(IMPA)
(IPC)
(IKEC)
(IPL)
(i
(LI
(GK)
(IK)
(K)
(DL)
(ARL)
(ML)
(dL)
(NL)
(BAL)
(LTV)
(DM)
(BM)
(MWIPS)
(SM)
(NRDC)
(NS)
(KP)
(MKP)
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Keli Polloch (KPH)
Alan Ponto (AP)
Primary Energy, Incorporated (PEI)
Purdue University (PU)
Richmond Power and Light Company (RPL)
Brad Roberts (BR)
Phillip and Jean Ross (PIR)
Donna Runkle (DR)
Carole Rust (CR)
Jeff Ryan (JR)
Save the Dunes Council (SDC)
Savethe Vdley (STV)
Sierra Club-Hoosier Chapter (SCHC)
Médvin L. Smith (MLS)
LaCinda Sohalski (LS
State Line Energy (SLE)
Tim Sdle (TS
Marti Steussy (MS)
Cindy Stone (C9
Jeff and Sue Tedtin (JST)
Konda Thomas (KT)
U.S. Sted Group (USss)
John Ulmer (V)
Valey Watch, Incorporated (VWI)
Vectren Corporation (VC)
Roger Vodker (RV)
E. M. Whirter (EMW)
Indiana Electric Utility Air Work Group (IEUAWG)
Pike County Economic Growth Council (PCEGC)
Vanderburgh County Department of Hedlth (VCDH)

Following is a summary of the comments received and IDEM's responses thereto.
Trading Program - General

Comment: IDEM should adopt a NO, trading program consistent with U.S. EPA’s model
trading program in the NO, SIP call. The following limitations should be included in the program:
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» Automatic inclusion in the program for eectric utility boilers and large indudtrid boilers.

* No broadening of the program to include smaler and less-well monitored stationary sources

and mobile sources.

* No opt-in provisons for smaler and less-well monitored sources.

* No expansion of the program to alow for inter-pollutant trading between NO,, volaile

organic compounds (VOCs) or any other pollutant. (HEC) (CACI) (NRDC) (SDC) (SV)

(VWI)

Response: The draft rulesinclude atrading program that affects utility and large indugtrid
boilers and does not dlow for inter-pollutant trading. The program does alow for other unitsto opt-in
to the program as long as the same monitoring requirements are followed.

Comment: IDEM should require a very large proportion of the NO, emission reductions from
the dectric power sector. U.S. EPA’s analysis demonstrates that the emission reductions can be
achieved more reliably and at lower cost from this sector than in other sectors. In addition, the emission
limit should be expressed as an firm emisson tonnage cap to prevent erosion of air qudity benefits due
to growth in eectric power generation. (HEC) (CACI) (NRDC) (SDC) (SV) (VWI)

Response: The draft rule includes U.S. EPA’smodd NO, trading program that establishes a
cap or budget for ectric generating and large indudtrid units and significant emisson reductions will be
needed from utility sources to meet the NO, budget.

Comment: Purdue supports the implementation schedule in the rule that setsthefirst year asa
four (4) month program, while setting dlocations on the basis of afive (5) month program. Thisdlows
for more flexibility in thefird year. (PU)

Response: IDEM appreciates the support.

Comment: IDEM should work to develop a NO, rulemaking that adheresto the federa
requirements as they relate to any NO, budget. (ALCOA)
Response: The draft rule language proposed by IDEM is consstent with U.S. EPA’s budget.

Comment: IDEM should combine the EGU and nonEGU budgets and dlocate the dlowances
from the combined NO, budget, and not according to whether a unit is within the EGU or nonEGU
subsets. (MWIPS) (EP1)

Response: IDEM does not believe the budgets should be combined for dlocations to existing
sources, but has proposed combining the new source set-asides. Maintaining separate budgetsis the
fairest way to distribute the alowances to ensure both EGUs and nonEGUS achieve reductions in the
most cost-effective way. Any excess dlowancesin the budget may be used for new source set-asides,
other policy objectives such as to encourage energy efficiency or renewable energy projects or may be
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made available in the market.

Comment: IDEM should maintain a program that dlows interstate trading. (111)
Response: The trading program included in the draft rule isaregiond trading program
administered by U.S. EPA.

Comment: IDEM should alow NO, dlocations under this rule to be used for NO, offsets
under 326 IAC 2-3. (I11)

Response: Inthe NO, SIP cdll, U.S. EPA indicated that it believed the trading program could
be used to obtain NO, offsets (63 FR 57475), but identified issues with the integration of the programs.
Oneissue is the requirement to obtain offsets from certain geographic areas. U.S. EPA dated that it
will evauate the issues and provide guidance on the integration of the programs.

Comment: IDEM should include language in the rule that would alow non-budget sources that
make verifiable and quantifiable reductions to receive alowances equivaent to those reductions. Other
dates have taken this gpproach to increase flexibility and cost savings. Thisis not an opt-in, in that, the
sources would not choose to be regulated, but rather a voluntary program. This program would alow
for greater reductions from non-budget sources that could be used to provide more flexibility for budget
sources. (CAAC)

Comment: IDEM should bring other source categories such as mobile and area sources into
the NO, budget trading program. By doing so, the trading program would provide additiond flexibility
for affected sourcesto obtain early reduction credit relief while ingtdling NO, emission controlsto
comply with the NO, SIP call requirements. (IPL) (VCDH)

Response: U.S. EPA requested comment concerning mobile and area sources and adlowing
them in the trading program. Due to the comments received and the issuesraised, U.S. EPA decided
not to include these categories in the trading program. IDEM agrees with the principle that broadening
the trading program to alow other sectors to participate on a voluntary basis could provide an incentive
for cost-effective NO, reductions that would lower the overdl costs of this program. IDEM has taken
the first step in this direction by including a provision for sourcesto opt in as trading units, but
recognizes that only certain types of sourceswill meet U.S. EPA’s criteria Some states already have
trading programsin place and propose to use existing regulatory mechanisms as away for sources that
cannot opt in under U.S. EPA’srulesto participate in the trading program. IDEM will continue to
work with interested parties to identify additiona reductions that may be used in the trading program.

Comment: The draft rule lacks avalid scientific bass as required by IC 13-7-1-3 and there is

concern that scientific knowledge regarding ozone transport does not support thisrule. Previous
correspondence from IDEM seems to indi cate the department has shared this concern. It isunclear
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whether IDEM is adopting a new paosition about the level of controls or smply responding to U.S. EPA
regulatory mandates. If IDEM is not taking a new position about the levels of control that can be
demongtrated by any available science, then this should be made known. If IDEM has undertaken a
new evaluation of the scientific merits of the rule and has independently concluded that the proposed
control leve is necessary, there are anumber of concerns with the modeling and the scientific and
datistical vaidity of U.S. EPA’sestimates. IDEM should make clear whether it istaking anew
position or smply following U.S. EPA mandates. (IPL)

Response: IDEM continues to believe that sgnificant reductions of NO, emissions are needed,
as supported by the regiona modding performed by the Lake Michigan Air Directors Consortium
(LADCO). SincetheD.C. Circuit Court of Appedls has upheld the SIP call, IDEM dso hasa
regulatory requirement to respond to the SIP call.

Comment: IDEM should include language that addresses how necessary local NO, reductions
can be achieved should it be found after implementation that a source complying with the rule by buying
creditsis causng aloca ozone problem. (VCDH)

Response: U.S. EPA and IDEM bdlieve that the stringency of this rule and the other emission
requirements that sources must comply with will not lead to a single source causing aloca ozone
problem. It isextremdy unlikely that even with the trading program any source in Indiana could
increase its NO, emissons from current levels. IDEM has conducted air qudity modding analyzing
severd possible control scenarios, assuming that sources will control where it is most cost-effective to
do so and that sources will acquire alowances where that is most cost-effective. The modeling does
not show that there will be adverse air quality impactsin any particular geographic areain Indiana.

Applicability

Comment: The exemption for units that accept afederaly enforcegble limit to restrict emissons
below twenty-five (25) tons per ozone control period is supported. However, the current language in
the draft rulesistoo redrictive and does not recognize equdly effective mechanisms for limiting seasond
NO, emissions. Sources that want to make use of the exemption should be alowed to use any means
normally used in new source permitting to obtain synthetic minor permits, including redtrictions on fuel
consumption. The exemption could aso include a redtriction on actud tons of emissonswherea
source commits to using a continuous emissions monitoring sysem (CEMYS), if theingdlation of the
system would be cogt effective. A falureto include at least afud consumption limitation option would
be patently unfair to these sources. (AEP) (IEUAWG) (HE) (IMPA) (NS) (VC)

Comment: IDEM should expand the twenty-five (25) ton exemption to units that combust
cod. The emissonsfrom these units can be monitored usng current fue sampling and analysis with
records of fudl use. In addition CEMS may aso be used, but since the data would not be used under
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the trading program, there is no reason to impose the stringent requirements under 40 CFR 75. (CTE)

Response: IDEM agreesthe U.S. EPA mode language is restrictive and more equadly reliable
way's to estimate potentia to emit exist. IDEM has included language in the draft rule under 326 IAC
10-4-1(b)(3) that would permit other methodologiesto be used. However, in discussonsto date, U.S.
EPA has not indicated awillingness to dlow approvd for any language other than its own. IDEM will
continue to work with U.S. EPA on thisissue.

Comment: We do not support an exemption for very clean units. Such an exemption would
hinder the development of the alowance trading market. IEUAWG) (HE) (VCDH) (VC)

Comment: IDEM should include an exemption for units with emission rates significantly below
the targeted levels. Exempted units would have to accept an enforceable emission limit below the
sandard, for example seventy-five percent (75%) of the target level, and demonstrate compliance
through stack testing. We would aso propose that any alowances above the emisson limit, twenty-
five percent (25%), would be retired or used for other purposes. (BSC) (USS)

Response: IDEM understands the objection to this exemption, but could support an exemption
if dlowances areretired or provided for other beneficid uses. U.S. EPA hasindicated, however, that it
would not gpprove an exemption of this sort.

Comment: IDEM should dlarify that units for which the source has accepted a federdly
enforceable permit limitation restricting heet input capacity are not subject to the rule. (PU)

Response: IDEM bdlieves that permit limitations restricting capacity should be acknowledged
and will provide clarification where needed.

Comment: Sgnificant investments have been made to defer blast furnace gas (BFG) away
from wasteful flaring operations. There appears to be some inconsistency by states with respect to the
classfication of BFG asafossl| fue. IDEM should review this classification and develop a postion
consgtent with U.S. EPA, other dates, and its own permitting determinations. (LTV) (USS)

Response: IDEM has discussed thisissue with U.S. EPA, which indicates that it has
conggtently included units fueled by blast furnace gas as controlled unitsin the SIP cal. IDEM will
continue to explore ways to address units that are inherently low emitting in the rule, but for now has
included them in the large nonEGU trading budget.

Comment: IDEM has incorrectly classified the Perry K units as large nonEGUs even though
U.S. EPA cdlassfied these units as small EGUs under the SIP call. A source that U.S. EPA decided
was not be included under the federd rule, and specifically one where controls would not be cost-
effective, should not be singled out for regulation under thisrule. (CTE)

Response: How the Perry K units should be classified has been a subject of ongoing discussion
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throughout U.S. EPA’s development of the NO, SIP call. The former owner of Perry K, Indiangpolis
Power and Light, argued at various times, that the Perry K units were large nonEGUs and small EGUs.
While IDEM initidly felt that the Perry K units met U.S. EPA’s dassfication asasmdl EGU, once
U.S. EPA findized the rule, the categories of affected sources in the inventory were clearly defined in
the inventory, and U.S. EPA’ s inventory classification for the Perry K units does not match rule
language concerning applicability. 1t isIDEM’sinterpretation that the Perry K units would be subject
to the origind model trading rule, 40 CFR 96. In that rule, aunit that had a heat input capacity greater
the two hundred fifty million Btwhour would be subject irrespective of whether it generated eectricity
(63 FR57461). When IDEM began this rulemaking, it considered the classification of Perry K and the
definition of large affected unit. IDEM bdieves the Perry K units are large affected units because the
Perry K units have a maximum design heat input greater than two hundred fifty million Btus per hour
(250,000,000), were in operation prior to 1997, and did not serve a generator during 1995 or 1996
producing dectricity for sdeto the dectric grid.

Comment: Sources should be alowed to retire a unit and receive dlocations to shift loads to
cleaner units. This could be the most cost-effective means of achieving compliance. IDEM should
verify that the draft rules dlow this and thet retired units will receive aone-time dlocation. These
adlocations should have afive (5) year lifetime to establish the load shifting basdine. (111)

Response: The draft rulesinclude a retired unit exemption that would provide an dlocation of
alowances until the next dlocation period. Since the unit would not have any heat input data efter it is
retired, the unit would get zero (0) dlowances when IDEM redllocates for the next alocation period.
Thelifetime of the dlowancesis not limited.

Comment: We believe that there is a typographical error in the draft language at 326 IAC 10-
4-1(a). Ascurrently worded, the proposed rule language could inadvertently capture sources with
more than one (1) unit, even if the unit isnot aNO, budget unit. We bdieveitisnot IDEM’sor EPA’s
intent to regulate non-NO, budget units. Therefore, we recommend that IDEM modify the proposed
rule language to more accurately reflect the type of sources intended to be regulated by the NO, rule.
(NS)

Response: IDEM agrees and will make the necessary changes.

Allowance Allocation M ethodology
Comment: The dlowance dlocation methodology using the average of the highest heet input
vauesfor two (2) of thefive (5) years preceding the alocation is supported as well as the use of

information from 1995 to 2000 for theinitid dlocation. (AEP) (IEUAWG,) (CIN) (IMPA) (PU) (PEI)
(ALCOA) (SLE) (VC)
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Comment: IDEM should stay with U.S. EPA’s mode trading rule and use the highest two (2)
years of heat input between 1995 and 1997 in the alowance alocation methodology. Longer ook
back periods may be considered in future alocations. This gpproach provides equity for smaler
electric utilities that have the least operationd flexibility. (HE)

Comment: IDEM should revise the language to specify that dlocations are determined using a
five (5) year average rather than the average of the highest two (2) years of the five (5) yearsto provide
more gability in the alowance dlocations. (IPL)

Comment: New units that operated or were issued construction permit by September 30,
2000 should receive dlowances for the first dlocation period as“existing” budget units. (CIN)

Response: IDEM bdlieves the proposed alocation methodology time periods provide the
necessary flexibility to account for abnormal operations. IDEM understands that any particular choice
it makes will ether be favorable or unfavorable for a particular company. However, postions may well
be reversed in the next alocation period. IDEM has reconsidered the time periods to be used for heat
input datain light of the availability or nonavailability of hest input data. In order to make sure that
information for a particular year will actudly be available to IDEM for use in the alocations, IDEM has
revised the initial heet input yearsto 1995 to 1999.

Comment: We are opposed to using output as the basis for alowance alocations. The
cregtion of an output based dlocation system has economic and energy policy consequences that
IDEM has not evauated and these consequences have an impact on regulatory decisions subject to the
jurisdiction of other state and federd adminidrative agencies.  IDEM should commit to working with
the potentialy affected sources to more fully evauate the impacts of atrangtion to output-based
system. If such asystem is adopted in the future, non-fossl fud fired units should not be considered for
inclusion in the program. (AEP) (IEUAWG) (HE) (IKEC) (CIN) (CTE) (ALCOA) (SLE) (VCDH)
(VO

Comment: IDEM should use an output-based alocation system once U.S. EPA has
edtablished a uniform approach for measuring output. Output-based dlocations treat dl EGUs equally,
encourage efficiency and dlow for more dectricity to be generated without increesing emissons. The
output-based methodology should be included beginning with the second alocation period. (MWIPS)
(EPI) (NS)

Response: IDEM is not including an output-based dlocation system or arule commitment at
thistime because dl of the implications of using such an approach have not been devel oped, but will
continue to investigate this option. U.S. EPA isworking on guidance that will assst IDEM in the
development of an output-based gpproach. U.S. EPA has dso committed to basing the second
alocations under the Section 126 rule on output, but has not published any proposed language at this
time.
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Comment: IDEM should extend the alocation period to aminimum of five (5) years. A three
(3) year dlocation period introduces additiond uncertainty into compliance planning decisions and
increases the risk of basing future operating congraints on an unredigticaly short basdline period.
(AEP) (IEUAWG) (HE) (IKEC) (CIN) (IMPA) (VC)

Comment: Allocations should be adjusted annually, rather than every three (3) years, to ensure
that allocations are based on the most recent data from units and acknowledge rapid change in the
industry. (MWIPS) (EF!)

Comment: The dlocation period of three (3) yearsis supported as long asthe rule is revised to
alow new sources to opt into the existing source pool earlier than otherwise dlowed by the current rule
language. (NS)

Comment: Due to the complexity of thisrule, alocations should be given on aone-time basis
eliminating the need for redlocations every three years. A amal sat-aside could be hdd in the event a
new source could not obtain NO, alocations a areasonable price. The minimum redlocation should
be once every five (5) years, if not done on a one-time bagis. (111)

Response: IDEM bdieves that athree (3) year alocation period isagood compromise
between these many different proposals.

Comment: IDEM should dlocate alowances to nonEGU units based on seventeen hundredths
pound per million Btus (0.17 Ib/mmBtu) and should not require additiona reductions, especidly for
cleaner units. (BSC)

Comment: All nonEGU dlowances should be fully alocated to nonEGU units and should not
be trandferred for other uses. The dlocation methodology in the draft ruleis supported. (USS)
(ALCOA)

Response: As currently written, the rule uses saventeen hundredths pound per million Btu (0.17
Ib/mmBtu), a basdine emisson rate or the dlowable permit limit, whichever is more stringent, for
alocations. IDEM is proposing to have just one (1) set-aside that would be used for new sources,
both EGU and nonEGU, and one (1) for energy efficiency and renewable projects, but there are
aufficient alowances in the budget such that sources will not make reductions beyond what U.S. EPA
contemplated in the SIP call.

Comment: IDEM should darify whether the rule isintended to dlocate alowances to EGUs
basad on fifteen hundredths pound per million Btu (0.15 Ib/mmBtu) or the more stringent of thisrate
and the allowable emisson rate. There seemsto be a conflict between 326 IAC 10-4-9(d)(1) and 326
IAC 10-4-9(d)(5)(C)(i). (IKEC)

Comment: If an exigting or new unit emits NO, at arate of less than the 0.15 Ib/mmBtu for
EGUs or 0.17 Ib/mmBtu for nonEGUS, the dlocation should be based on the actud or permitted
emission rate whichever isless. (VCDH)
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Response: IDEM has revised the rule language to clarify that the more stringent rate should be
used. An EGU will have dlocations based on 0.15 Ib/mmBtu or the dlowable emission rate, whichever
isless. If asource has been limited to a tricter emission rate in its permit, it cannot emit greeter than
that amount. Allocations based on a higher rate would only provide an economic benefit and would be
incongstent with the permitting process.

Comment: IDEM should review IMPA’s heat input rate and re-caculate the alowances
because the alowances calculated are approximately fifty percent (50%) of the amount to which IMPA
isentitled. (IMPA)

Response: IDEM has received the updated information and has recalculated alowances
accordingly.

Comment: IDEM should further develop the alocation procedures to dlow units that have
operated between 1995 and 2000 to receive an dlocation for the existing source pool as opposed to
the new source set-aside. (PEI)

Comment: If aunit hasahistory of at least one (1) or two (2) years of norma operations, the
owner or operator should be given an option to receive an alocation from the existing unit alowance
pool. New units should be rolled into the existing program as soon as possible. No unit should be
required to receive an dlocation from the new source set-aside for more than one allocation period.
(PEI (MWIPS) (EPI) (NS) (VC)

Response: IDEM is reviewing the procedures for trangitioning a unit from “new” to “existing”.
IDEM agrees that a unit that has at least one (1) season of operation should be included in the existing
source pool as soon as possible. However, the timing of the reallocation schedule may result in aunit
drawing from the new source set-aside for severd years.

Comment: It is unclear whether the redlocations under 326 IAC 10-4-9(f) are givento dl
budget units or only the units that commence operation after May 1. (111)

Response: The origind redlocation in subsection (f) would go to the existing units and not back
to the new units. IDEM has revised this section to indicate that unused alowances would be returned
to the new source set-aside for the next year’ s dlocation.

Compliance Supplement Pool
Comment: Inthe NO, SIP call, U.S. EPA proposed to allow states to award additiona
alowances where needed to avoid transmission system reliability problems. We are skeptica that

system rdiahility problems will result and wish to be natified of any public hearings on this subject. If
IDEM includes such provisons, sources should be required to submit the utility’ s original schedules for
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control device ingtdlation, copies of dated requests for bids for control device ingtdlation,
documentation between utility and control device contractors and labor providers pertaining to
schedules of control device ingdlation, and documentation of efforts by the utility to purchase
alowances. (HEC) (CACI) (NRDC) (SDC) (SV) (VWI)

Response: IDEM has included language from the SIP call that would alow a source to petition
IDEM for alowances based on ademongtration of need. The draft rule language requires that IDEM
ensure the opportunity for a public hearing on the distribution of compliance supplement pool
alowances for a demonstration of need.

Comment: Thereis a concern with the partitioning of the compliance supplement pool between
electricity generating units (EGUs) and non-EGUs. The setting aside of a disproportionately large
gpecific pooal of alowances for non-EGUs could lead to unintended consequences relaing to dectricity
reliability. If IDEM is going to partition the compliance supplement pooal, then the share of the pool for
non-EGUs should be no greater than this source category’ s share of the overdl budget, which is
approximately two percent (2%). (AEP) (HE) (IEUAWG) (IPL) (VC)

Comment: The reservation of ten percent (10%) of the pool for nonEGU units is supported.
This proposal provides an incentive for nonEGU units to achieve early reductions in advance of the
May 31, 2004 compliance date. The language should aso dlow for a*“needs demongtration” in lieu of
early reductions. (CTE) (ALCOA)

Response: IDEM understands that there are some nonEGUS that will not be ingtdling controls
and will not need the alowances. IDEM has revised the language to combine the pool for use by
EGUs and nonEGUs. In order to address the issue of oversubscription by afew sources, IDEM has
included a process whereby sources that have made early reductions would have their requests
combined with al others and the pool would be distributed pro rata. IDEM has divided the pool in
two. Up to fifty percent (50%) would be distributed in early 2003 for early reductions in 2002 and the
remaining would be distributed in early 2004 for 2003 reductions. This process should help a source
that requests allowances based on “need”, because at least fifty percent (50%) of the pool will be
avalablein 2004 if the source cannot generate early reduction credits in 2003.

Comment: IDEM should preliminarily alocate emission reduction credits (ERCs) as soon as
possible. The ERCs should be alocated based on the unit contribution to the total heat input in Indiana.
Using heat input to alocate ERCs is appropriate because it will correspond to IDEM’ s overal
methodology for alowance dlocations and will give companies the opportunity to earn ERCs roughly
commensurate with the proportionate level of emissions reductions they are required to make. If a
company did not generate sufficient ERCs to utilize its preliminary dlocation, the remaining unearned
ERCs would revert to the generd state compliance supplement poal, to be redlocated on a pro rata
basis to other companies that have generated more ERCs than their preliminary alocation. (AEP)
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(IEUAWG) (VC)

Response: IDEM will review this new proposd, dthough revisonsto the draft rule are
somewhat congstent with the suggestions except for timing. IDEM is proposing to collect dl early
reduction credit requests and distribute the alowances on a pro rata basis early in 2003 and 2004. Up
to fifty percent (50%) of the pool would be available for 2002 reductions and the remainder for 2003
reductions or based on “need”.

Comment: IDEM should not set-aside any alowances for the demonstration of need aswe
believe that those dlowances will never be claimed because it will be impossible to make the showing
required to obtain the allowances. (AEP) (IEUAWG) (HE) (IPL) (VC)

Response: IDEM will review these provisons, but is hesitant to not have some alowances
avalable. While the daim may be true for EGUS, this provison isdso available to nonEGUs. IDEM
will continue to discuss this issue and possible solutions with interested parties.

Comment: IDEM should revise 326 IAC 10-4-15 to require notice of award of early
reduction credits for agiven year to be made not more than ninety (90) days after the annud filing
deadline for the application for such alowances. The only exception to this requirement would bein the
event that the early reduction pool was oversubscribed with any unclaimed alowances redistributed to
sources that earned the rights to more alowances than they were preiminarily alocated. The dlocation
should be made prior to 2004, as currently written, to address the sSgnificant negative impact on
compliance planning and implementation under therule. IDEM should revise the language to require
distribution of the alowances within one hundred fifty (150) days after each ozone control period in
2001 through 2003. (AEP) (CIN)

Response: The procedures for awarding the dlowances is an important issue and IDEM will
continue to discuss this issue with affected parties. IDEM has revised the rule to require early reduction
credit requests to be filed by December 31 of the year in which the reductions took place and IDEM
would digtribute the credits by March 31 of the following year. Dueto the fact that mogt, if not all,
sources will not have controls in place until 2002, IDEM has limited the early reduction requests to the
ozone control periods in 2002 and 2003.

Comment: 326 IAC 10-4-15(b) should be revised to alow the use of common stack
monitoring to obtain alowances from the compliance supplement pool in accordance with 40 CFR 75.
Requiring duct monitoring is excessive and unnecessarily burdensome to sources to obtain compliance
supplement pool alowances. Any monitoring system gpproved under 40 CFR 75 should be
acceptable for this purpose. (AEP)

Response: IDEM agrees that an gpproved monitoring system under the Acid Rain program
should be dlowed under thisrule. It appearsthat 40 CFR 75.72 would alow for common stack
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monitoring and this part of the 40 CFR 75, Subpart H monitoring required under 326 IAC 10-4-15.

Comment: The compliance supplement pool alowances should not be subject to flow control
provisons due to ther limited life. The alowances should expire at the end of the 2005 ozone season.
IDEM should address this by striking 326 IAC 10-4-15(b)(1)(J). (AEP) (VC)

Response: IDEM understands the concerns with the CSP alowances and will discuss thisissue
with U.S. EPA. Todate, U.S. EPA hasindicated that flow control will not gpply in 2004, but will
apply in 2005.

Comment: The use of the most stringent permitted limit as the starting point for the calculation
of early reduction credits is supported, but IDEM should clarify what condtitutes the most stringent limit
for unitsinvolved in an Acid Rain program averaging plan. We recommend that this limit be based on
the actud limit, not the limit used in demondrating the acceptability of the averaging plan. IDEM’s
proposed approach for use of the compliance supplement pool in the first two (2) years and the ability
to generate early reduction credits between 2001 and 2003 is also supported. (AEP) (IEUAWG)
(VO)

Comment: While IDEM’ s proposed gpproach of alocating allowances from the CSPis
supported, the following criteria and procedures should be included in the draft rule.

C Ingtdlation of new NO, controls must be required as part of an application for early reduction
credits.
C The difference between the previous actud NO, emission rate and the new (controlled)

emission rate should be used to cdculate the quantity of early reduction credits. Thisis
preferred over the “most stringent current limit” to ensure redl reductions are achieved.

C Credits should be dlocated on a pro rata basis as soon as practicd after the end of the 2003
ozone control period. All credit applications should be trested equdly and if the poal is
oversubscribed, all credits should be discounted an equal amount so the pool is not exceeded.

C Applications for early reduction credits, based on projected reductions, may be submitted in
advance of the actua reductions, by adate certain and al complete gpplications submitted by
the date would be considered equaly. Following the 2003 ozone control period, al operationa
datawould be “trued up” and dlocations adjusted accordingly. (HE)

Response: IDEM agrees that the dlocation of allowances should be for true reductions and
will revise the rule language accordingly.

Comment: IDEM should address dectricity rdiability concerns by doubling the size of the
compliance supplement pool, but limiting its use to early reduction credits. Thiswould provide an
additiona incentive for early reductions with accompanying air quality benefits and promote the
development of aviable trading program. (IEUAWG) (IMA) (CIN) (ICC) (VC)
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Comment: IDEM should look for crestive ways to increase the size of the compliance
supplement pool within boundaries established by U.S. EPA. Prdiminary information provided by
IDEM indicates non-EGU sources may not need their full alocation under the proposed dlocation
methodology. (HE) (IMPA)

Response: Information from U.S. EPA has indicated that an increase of the CSP would not be
goproved and IDEM isworking with U.S. EPA on the inventory and associated budgets to identify any
flexibility.

Comment: IDEM should delete the language under 326 |AC 10-4-15(b)(1)(D) concerning
compliance with any Sate or federd emissions requirements. This enforcement provision is too vague
and is not related to NO, reductions and should be deleted. (IKEC)

Response: IDEM bdlieves that ongoing compliance isavdid criteriafor determining whether it
is gppropriate to gpprove arequest for dlowances, but agrees that the language should be narrower.
IDEM has revised the language to specify that the unit must be in compliance with any NO, emisson
requirements.

Comment: The draft rule requires that 40 CFR 75, Subpart H monitoring start in 2000 to
generate early reduction credits from the compliance supplement pool. Thisisunfair for large affected
unitsthat are not part of the Acid Rain program. IDEM should develop dternatives to units that
currently do not comply with Subpart H monitoring. (111)

Response: U.S. EPA is clear that the monitoring needed to verify early reduction credits should
be consastent with the SIP call. IDEM does agree that the rule language should be revised to account
for sources that will not begin to generate credits until 2002 or 2003. The 2000 date was meant to
address units that would generate credits in 2001 and the need to have one (1) year of monitoring data
available.

Energy Efficiency and Renewable Set Aside

Comment: IDEM should include a twenty percent (20%) set-aside in the trading program for
energy efficiency and renewable energy projects. Thiswould provide an incentive to bring clean energy
projects to Indiana and reduce ar pollution, including toxic pollutants. Energy efficiency and renewable
energy investments can dso increase compliance flexibility and improve locd economies through higher
productivity and the creetion of jobs. The set-aside should not be distributed to nuclear power plants
or garbage incinerators. (BH) (CR) (JU) (ML) (RV) (ARL) (MS) (MKP) (PJR) (LS) (LH) (NL)
(EMW) (JDH) (L) (GK) (GG) (SIG) (BDB) (BAL) (JR) (AH) (DLB) (SM) (KG) (CF) (K) (AP)
(MLS) (KT) (JE) (C9) (LJ) (MG) (LAH) (KP) (K) (DM) (KPH) (HC) (BM) (JST) (DR) (SB) (TS)
(DL) (BR) (CACI) (HEC) (IWLA) (NRDC) (SDC) (STV) (SCHC) (VWI)
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Comment: Theincluson of a set-aside for energy efficiency or renewable energy set-asideis
not supported for the following reasons.
C Setting aside additiond alowances increases the stringency of an aready aggressive program.
C Energy efficiency and renewable energy sources have no emisson reductions of their own.
C Reducing the number of alowances directly alocated to existing sources merdly reduces the
flexibility source owners have to design the most cost-effective response to their obligations.
Should IDEM pursue aenergy efficiency and renewable energy set-aside, the allowances should be
created specificaly for the set-aside from the new source set-asde. However, IDEM has not
advanced any proven methodology that fairly alocates alowances for energy efficiency or renewable
energy projects. Because of this, such aruleis premature a thistime. In addition, the Energy Policy
Divison of the Indiana Department of Commerce is currently planning to initiate a program to
encourage energy efficiency and distributed generation through the use of grants and low-interest loans.
This program is the type that should be used to provide encouragement and incentives for energy
efficiency and renewable energy projects and IDEM should defer these issuesto the other state
agencies charged with thistask. (AEP) (HE) (IKEC) (CIN) (IMPA) (USS) (CTE) (ALCOA) (IPL)
(VO)
Comment: IDEM should not include an energy efficiency and renewable energy set-aside for
the following reasons.
C The proposd will have no air quaity benefits since the total number of alowances remains the
same.
C The set-aside will increase uncertainty and raise electricity generator compliance cogts.
C The approach advocated by U.S. EPA would seek to continue mandatory utility-funded
demand sde management programs and impose an unfair, indirect tax on customers.
C The treatment of “free riders’ ensures windfdls to projects that will be implemented anyway
because of cogt-effectiveness, but it is not a cost-effective means to provide incentives to new
projects designed to further U.S. EPA’s air qudity gods.
Many customers may see hill increase because of the set-aside.
Requiring exigting and future generators to subsidize current and future competitorsis unfair.
The proposal istoo vague about the alocation of the alowances to be adopted.
U.S. EPA has overstated the level of participation that can be reasonably assumed.
Record keeping obligations will deter participation
U.S. EPA’s guidance projects outrageoudy ambitious growth of non-hydro renewable supply
resources. (IEUAWG) (SLE)
Comment: An energy efficiency and renewable energy set-aside is supported, but the
alowances for this set-aside should not be taken from the EGU budget. Many of the projects are not
directly related to generation of dectricity for sdle. One way to addressthisisto provide dlowances
from the budget for area and mobile sources. (VCDH)

OO O OO OO
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Response: An energy efficiency and renewable energy set-asdeis akey policy issue on which
discussion will continue. IDEM agrees that such a set-aside would be beneficid. Other sates have
adopted or have proposed to adopt this type of set-aside using different amounts. New Y ork set-aside
three percent (3%) of the trading program budget and M assachusetts set-aside five (5%) of the budget.
IDEM is proposing to set-aside two percent (2%) of the trading budget, one thousand one hundred
forty-one (1,141) tons, for energy efficiency and renewable energy projects. However, the dlowances
would be derived from the nonEGU budget. A change in status of some nonEGU units since U.S. EPA
st the Indiana budget has provided IDEM with additiond flexibility to establish this set-aside without
cregting any additiona burden on NO, emitting sources. IDEM will continue to evauate the impact of
this set-aside on existing nonEGUs. Based on the types of projects likely to apply for this set-aside,
and the rdatively smdl amount of NO, avoided by each one, atwo percent (2%) set-aside will be
ample. Information from the Energy Office, Department of Commerce indicates that thiswould be
more than sufficient for energy efficiency and renewable energy projects expected in Indiana. IDEM
does not agree that it makes sense to set-aside twenty percent (20%) of the trading budget for these
projects, as many comments have suggested, because it is significantly more than would be used and
would require subgtantidly larger controls at EGUs and nonEGUS, with increased costs to those units
and to eectricity consumers. IDEM aso has proposed that, for each year, any unclaimed alowances
in the set-aside would be added to the new source set-aside for that year. IDEM has dso included a
provision that the alowances for energy efficiency or renewable energy projects may be requested
annudly for amaximum of five (5) yearsto try and assure that new sources will receive at least some
alowances needed for operation.

New Source Set Aside

Comment: IDEM should include a new source set-aside to be used for new, cleaner power
plant construction to create congtruction jobs and replace older, more polluting power plants. The set-
aside should be set at five percent (5%) during 2003-2005 and two percent (2%) thereafter. (CACI)
(HEC) (IWLA) (NRDC) (SDC) (STV) (SCHC) (VWI) (CIN) (PU) (SLE)

Comment: The new source set-aside should be no more than three percent (3%) to avoid
exacerbating the strain on dectricity rdiability in Indiana. In addition, the following should be included:
C the set-aside should be distributed on afirst-come, first-served basis,

C new sources should be required to return any unused alowances,

C returned allowances should be allocated to other new sources that did not receive sufficient
alowances prior to returning the alowances to any exigting sources, and

C if the allocation period islonger than two (2) years, then after two (2) years of operation new

sources should receive afixed alocation for the remainder of the alocation period. IEUAWG)
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(HE) (VO)

Comment: The new source set-aside should be established at three percent (3%) for 2004
through 2006 and two percent (2%0) thereafter. (IPL)

Comment: IDEM should increase the size of the set-aside to ten percent (10%) for the first
three (3) years of the program and four percent (4%) thereafter. An adequate new source set-aside
will encourage newer cleaner plants that will ultimately replace older existing sources. (PCEGC)

Comment: IDEM should confirm that the new source set-aside system operatesin two (2)
pools, one for EGUs and one for nonEGUS, and not one (1) pool. IDEM should aso confirm that
under subscription of the pool would result in dlowances being distributed to the existing EGU pool and
not to the entire NO, budget pool. (IKEC)

Comment: No new source set-aside should be established for nonEGUs. The nonEGU
budget should be fully alocated to the existing sources affected by the rule and made available to new
sources viathe trading market. (USS)

Comment: The new source set-aside for nonEGUSs should only be one percent (1%). IDEM
has dready provided information indicating that this would be an ample amount for current new sources
and would dlow the owners and operators of existing units to retain more of their dlocations. (CTE)
(ALCOA)

Comment: Set-asides of five percent (5%) and two percent (2%) are too much for nonEGUs
and do not reflect past trends for growth for nonEGUS. (111)

Comment: Any sst-asde for EGUs must come from the EGU budget and there should be no
transfer from the nonEGU budget. (ALCOA)

Comment: A sufficient new source set-aside should be established to alow fair access to the
marketplace. The set-aside percentages currently in the draft rule should be applied againgt the entire
budget, to be alocated to new EGUs and new nonEGUs dike. (MWIPS) (EF!)

Comment: All dlocations should use 0.15 Ib/mmBtu or 0.17 Ib/mmBtu regardiess of permit
limits. Such asystem promotes fairness, is easy to adminigter, discourages permittees from seeking
relaxed permit limits, and provides incentives to reduce NO, emissions beyond regulatory requirements.
(MWIPS) (EPI)

Comment: IDEM should clarify how set-aside adlowances will be alocated.

C Will the set-asides be granted on afirst-come, first-served basis or an equd basisfor all
gpplications submitted?

C What isthe earliest that allocations can be applied for?

C What happensif a unit granted dlocationsis not constructed or does not use dl of the
dlocations (redlocation is available, but comes after the fact diminating planning)? (111)
Comment: New source set-aside allowances should be distributed on afirst-come, first-served

bas's, based on the date the unit is issued an approved congtruction permit. Any unused allowances

should be dlocated to new units that did not receive dlowancesinitialy before redlocating the
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alowances back to existing units. (SLE)

Response: IDEM is proposing to have just one (1) new unit set-aside that will originaly be
edtablished using five percent (5%) of the EGU budget for the 2004 through 2006 time frame and one
percent (1%) of the nonEGU budget. For following years the nonEGU percentage would stay the
same, but the set-aside would be reduced to reflect using two percent (2%) of the EGU budget. New
sources will have to regpply annudly, by December 1 of the year prior to the ozone season in which it
intends to operate until the source is able to use alowances from the existing source pool and IDEM
will congder al applications received by the deadline equally. Allowances will be dlocated using 0.15
Ib/mmBtu (EGUS) or 0.17 Ib/mmBtu (nonEGUS) or the permitted limit, whichever is more stringent.
For new EGUSs, a congtruction permit must be issued and any gppropriate notifications have been
received by the Indiana Utility Regulatory Commission before arequest can be made. If the set-aside
is oversubscribed, then alowances will be distributed pro rata. If there are unused dlowances and the
energy efficiency and renewable energy set-aside was oversubscribed, additiond alowances will be
digtributed to those projects pro rata and any alowances left will be returned to the following year's
set-aside. Any alowances not used by new sources after the ozone season are returned to the set-
adde for the next year’ sdlocations. Allowanceswill not be available for trading or selling until the unit
is part of the existing source alocation pool and is able to bank unused alowances.

Opt-in Program

Comment: Theincluson of opt-in provisonsin the draft ruleis supported. An opt-in program
will increase the coverage of the trading program and help stimulate the emergence of a viable market.
(IEUAWG,) (HE) (CIN) (SLE) (VCDH) (VC)

Response: IDEM appreciates the support.

Alter native Compliance Options

Comment: If IDEM does not shift the compliance date to 2005, then it should include
innovative compliance provisons Smilar to those being developed by Ohio. The innovative plan in
Ohio would shift the compliance date forward to May 1, 2004 and add twenty percent (20%) of the
basdine emission dlocation for each source to their 2004 alocation. These provisons provide an
affected source with a choice of either operating controls during May 2004 and bank the excess
alowances or not operate controls and have the additiond alowances deducted for compliance. If the
source decides to control emissions, then the alowances could be banked for future unrestricted use or
sde. Thisisa proactive way to encourage the operation of emisson controls earlier than needed and
further aid in reducing risk of inadvertent non-compliance should a source not be able to obtain the
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necessary controls in atimely fashion. (AEP) (IEUAWG) (IKEC) (IMA) (CIN) (IMPA) (ICC) (VC)

Response: U.S. EPA hasindicated that it would not gpprove such provisions, which would
have the effect of increasing the NO, budget in future years. IDEM will continue to consder this option
and accept comments concerning the incluson or exclusion of this option.

Comment: IDEM should consder an dternative compliance option promoting technological
innovation and multi-pollutant controls. IDEM should include provisonsin the draft rules that provide
for an dternative compliance plans that permits sources, on a unit specific basis, to gpply for a
compliance date extenson up to May 1, 2008. Any unit that has received such approva would have to
meet established emission reduction targets no later than May 1, 2008. IDEM should add an additional
section to address the dternative compliance option. As afurther incentive, IDEM should enlarge the
compliance supplement pool by twenty percent (20%) or create ainnovative technology pool of
identical Sze. These credits would be available for the ozone control periodsin 2004 through 2007 for
any unit operating under an gpproved dternative compliance plan. The addition of the additiona
dlowances will not materidly affect U.S. EPA’s ability to evauate the impact of the emisson reductions
in 2007, especidly when U.S. EPA knows that those tons will be removed by 2008. (AEP)
(IEUAWG) (IKEC) (IMA) (ICC) (NS) (VC)

Comment: While the dternative compliance plan is supported, IDEM should make sure it
accommodate the ability of acompany to include ingtalation of new, efficient, cleaner generation. NO,
reductions should not be limited to the ingtdlation of add on control devices. This could be
accomplished by dlowing affected sources the option to commit to the ingtalation of new, clean,
efficent generation in exchange for sufficient time to plan, permit and ingtal the equipment, even if it
requires additiona time beyond May 31, 2004. (NS)

Comment: There are severd hurdles that would have to be overcome if IDEM pursues a
multi-pollutant compliance option in therule. Following are comments concerning this compliance
option:

C The absence of regulatory incentiveswill not deter the development of innovative technology,
multi-pollutant control, or otherwise. Other venues, asde from regulatory incentives are
avaladle.

C There are other regulatory drivers that will promote control of other air pollutants besdes NG,
such as the potentiad U.S. EPA regulatory determination regarding utility mercury controls,
PM, ar quality stlandards, regiond haze regulations and new source review enforcement
initigtives

C Thisdternativeis not feasible for units that dready have flue gas desulfurization technology
deployed. Not dl utilities can benefit from such an dternative.

C Multi-pollutant control technology may make sense in the future, but including the option in this
rule would not provide any additiona inducemen.
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C If IDEM would consider incorporating the option into the rule, there should be no provison for
additiond dlowances. Thiswould be ared flag for U.S. EPA and the compliance extenson is
enough incentive. (HE)

Comment: Alternative compliance plans for multi-pollutant reductions are supported, but the
compliance date should not be extended past May 1, 2007 and no additiona alowances provided..
IDEM should find ways to accommodate these plans and account for them through the compliance
supplement poal. (VCDH)

Response: IDEM is not including an dternative multi-pollutant compliance plan & thistime.
West Virginiaincuded such a provison and U.S. EPA has not shown any sgn that it will gpprove the
rule. In aletter, dated November 28, 2000, U.S. EPA-Region 3 indicated specific concerns with the
dternative compliance plan and the ability of West Virginiato meet its 2007 budget. Aswith other
dternative compliance options, IDEM will continue to consider and accept comments concerning multi-
pollutant compliance plans.

Miscellaneous

Comment: 326 IAC 10-4-5(c), Computation of Time, should be revised to avoid the
unintended effect of lengthening the control period should September 30 fall on aweekend. (AEP)
(IEUAWG) (HE) (NS) (VC)

Response: IDEM agrees and will make suggested changes.

Comment: 326 IAC 10-4-1(b)(3)(D), 326 IAC 10-4-4(e) and 326 IAC 10-4-3(e)(7) should
be revised to dlow for the centraized maintenance of records required by therule. IDEM has
acknowledged the need for centralized record maintenance in the past. (AEP) IEUAWG) (HE) (IPL)
(NS) (VO)

Response: IDEM has discussed thisissue with U.S. EPA. IDEM understands the concern
about keeping records at facilities that are generally unattended. U.S. EPA’s concern is that companies
with facilitiesin severd states may store dl records in a centra location, possibly hundreds of miles
from the facility. IDEM will continue to discuss thisissue to seeif both concerns can be addressed, and
wel comes specific suggestions.

Comment: 326 IAC 10-4-1(b)(3)(E) should be revised to change the November 1 date to
synchronize this reporting with other reporting deadlines for the third caendar quarter. (AEP)

Response: A specific date was not suggested and it is unclear whether the requested change
should be before or after November 1. If reporting deadlines are before November 1, then it would
seem that a change is not needed because the rule only requires reporting “ by November 1.
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Comment: 326 IAC 10-4-10(a)(1), 326 IAC 10-4-10(g) and 326 |AC 10-4-10(h) appear to
include incorrect cross-references to section 13(j). These references should be section 13(i). (PU)
(IPL)

Response: IDEM will make the changes.

Comment: The NO, reduction rule, #98-235 APCB, should be formally removed from
consideration. (111)

Response: IDEM will formaly withdraw #98-235 after this rulemaking has been completed
and an effectiveruleisin place. The SP cdl is4ill in litigation and the Supreme Court has not issued a
decison as to whether it will hear the case.

Comment: Please describe how a source will move alocations between a compliance account
and an overdraft account. (111)

Response: Asindicated in 326 IAC 10-4-11, an authorized account representative would
submit the transfer to U.S. EPA and identify the accounts and alowancesinvolved in the trandfer.
Within five (5) days of recaipt of the transfer, U.S. EPA will record the transfer and within five (5) days
of recordation, U.S. EPA will notify the account representatives.

Comment: On January 26, 1996, U.S. EPA issued afina rule granting aNO, waiver for
northwest Indiana. IDEM should recognize the NO, waiver by removing NO, from the gpplicability
provisons of 326 IAC 2-3-2 as part of the comprehensive rule changes for the NO, SIP call. (1PC)

Comment: The Indiana Offsat rules should be modified to diminate NO, offset ratios of
greater than oneto one (1:1). The NO, reductions demongirate attainment and further reductions are
not needed and penalize growth. (111)

Comment: IDEM recently revised the permitting rules under 326 IAC 2-2 to exclude pollution
control projects from rule gpplicability. This change makes the rule consstent with federd regulations
and U.S. EPA guidance. Aspart of the comprehensive rule changes for the NO, SIP cdl, IDEM
should dso revise the language under 326 IAC 2-3-1 to include the pollution control project
exemption. (IPC)

Response: IDEM believes that these suggestions are outside the scope of this rulemaking.

Comment: The referencesto (C)(1) and (C)(2) under 326 IAC 10-4-9(d)(5)(D)(i) should be
(©)(i) and (C)(ii) respectively. (IPL)
Response: IDEM has revised this section and the references are no longer present.

Comment: The proposed trading system is unrdigble in its current form and needs a“ safe
harbor” to prevent unfair and arbitrary consequences. Although the trading program is meant to
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provide for cost-effective reductions, the trading program is not in place a thistime. Thismeansthat a
source must either implement reductions up-front at its own facilities regardiess of cost or gamble that
dlowances will be avalable for purchase later. This could be prevented with a safe harbor provision
that would insulate a source if no dlowances are available or if the price exceeds some threshold
amount. Suggested language has been submitted previoudy. (IPL)

Response: IDEM has included the regiond trading program in the rule to meet the budget
requirements of the NO, SIP call. The safe harbor provisions that have been suggested state that a
source would enter into an enforceable commitment to purchase dlowances if reductions could not be
made. However, the commentor goes on to sate that “if no alowances are available, or if the price of
the allowances exceed some threshold amount,” the source would be insulated from being in violation.
IDEM does not see how U.S. EPA would approve these provisions, and IDEM has received no
indication from U.S. EPA that they would consider the provisions, because it would alow for an
exceedance of the budget. Although aNO, SIP cadl trading program is not in place, the Ozone
Transport Region (OTR) has atrading program in place and there may be a Section 126 program in
place prior to 2004.

Penalty Provisions

Comment: Based on the likelihood that the only sources that will exceed the alocations will be
the sources that cannot purchase alocations on the open market towards the end of the ozone season,
the three (3) times pendty isexcessve. In addition, this provison is a non-monetary pendty that IDEM
has no authority to impose. Sources should be required to obtain alocations for excessemissons at a
oneto one (1:1) ratio and pendties should be dedt with in subsection (k)(7). (111)

Response: The pendty in 326 IAC 10-4-10(k)(5) is taken directly from the requirements of 40
CFR 96.54(d)(1). Under these sections, the penalty isimposed by U.S. EPA, not IDEM.
Additiondly, the pendty portions are located so as to correspond to the location of the equivaent
sections of the federd rule.

Comment: It isunclear why violations are issued for a unit’s exceedance of alocations and
excess emissons are based on a unit’ s emissions, when the account representative controls alocations
for asource. Thisrule should be written such that a source shal not exceed, in totdity, the sum of
dlocations from dl units. (111)

Response: U.S. EPA set up the trading program to alocate alowances to individua units and
thisis congstent with theway U.S. EPA set up the Acid Rain program. Each unit will be monitored
and it isthis datathat will be used to determine compliance. In effect, it isthe sum for the source, in
that, a unit that may have excess emissons can be brought back into compliance by transferring
dlocations from other units or through the purchase of alowances.
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Comment: The purposed rule under 326 IAC 10-4-4(c)(2) and 326 IAC 10-4-10(k)(7)
indicate that each ton of excess emissonsisaseparate violation. This goes beyond what is required
under Indiana statutes and IDEM lacks the authority to make this change. (IPL)

Comment: The pendty “guidding’ in 326 IAC 10-4-10(k)(7) is arbitrary and unlawful in
assuming that any excess emissions condtitute a violation across each of one hundred fifty-three (153)
separate days. The days of violation would be properly determined by identifying the days on which
emissions occurred after the necessary emission alowances had been exhausted. (1PL)

Response: Because the NO, ruleis based on atrading program that strictly caps emissions,
both regiondly and on a source-specific bags, it is appropriate that every ton of emissonsover a
source' s available alowances should be considered a separate violation. Otherwise, the pendty would
not be sufficient to remove the economic benefit of noncompliance and would not deter excess
emissons. Furthermore, it makes sense that a source that emitsfifty (50) excessive tons should pay a
higher penalty than a source that emits one (1) excessveton. Making each ton a separate violation
ensures that the pendty will include the economic benefit of noncompliance and will be proportionate to
the severity of the violaion.

Additiondly, the rule provides that each day of the ozone season congtitutes a violation because
the rule caps emissions on an 0zone season basis and does not assign the emissions of discrete tonsto a
particular day. If the source exceedsits alowances for the ozone season, then each day of that season
isa separate violation. However, the rule does provide flexibility by alowing the owners and operators
of the unit to demongtrate that alesser number of days should be considered.

The date rule defines what is aviolation in the same manner asthe federd law at 40 CFR
96.6(c)(2) and 96.54(d)(3). Authority to incorporate these provisonsinto state rules can be found in
IC 13-17-3-4, which provides that the air pollution control board (board) shall adopt rules that are
necessary to implement the Clean Air Act (CAA), and in IC 13-17-3-11, which provides that the
board has the authority to adopt rules under discretionary authority granted to the state under the CAA
anditsregulations. Findly, 1C 13-30-4-1 provides explicitly that a person who violates any provison
of arule adopted by the board isligble for a pendty per day per violation.

Comment: Another arbitrary penalty appears at 326 IAC 10-4-12(i) concerning failure of
monitoring equipment to recaeive forma certification. The rule language states that upon disapprova of
acertification, dl previous datawill be discarded and maximum potentia emissions will be assumed for
the period. Thisis arbitrary when relidble information is available. (IPL)

Response: The pendty concerning certification is taken directly from the requirements of 40
CFR 96.71(b)(3)(v). U.S. EPA intended to have a strong incentive for monitoring in accordance with
therule.

Monitoring
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Comment: The language under 326 IAC 10-4-12(b)(1) makes reference to 40 CFR 75.76.
In reviewing 40 CFR 75 we are unable to locate 40 CFR 75.76. (AEP)

Response: U.S. EPA hasindicated that the correct references should be 40 CFR 75.71 and 40
CFR 75.72.

Comment: It appears that 326 IAC 10-4-12(c) prohibits units connected to common stacks
from using monitoring methods that have been used for anumber of yearsto comply with Acid Rain
program requirements. IDEM should revise this subsection to dlow common stack monitoring in
accordance with 40 CFR 75. (AEP) (RPL)

Response: Subsection (c) is primarily timing requirements and refers the reader back to
subsection (b) for specific required actions. By revising the rule language based on the previous
comment, it appears to address the concern because 40 CFR 75.72 discusses monitoring viaa
common sack. IDEM will discuss thiswith U.S. EPA to verify that monitoring methods under the
Acid Rain program are alowed under the trading program.

Comment: 326 IAC 10-4-12(q)(2) should be reviewed to correct any inaccurate references,
specificdly the reference to section 10(n). (AEP)
Response: IDEM will review the language and correct any inaccurate references.

Comment: The draft rule requires monitoring in accordance with 40 CFR 75, Subpart H.
These provisions generdly require the use of continuous emissons monitoring systems (CEMS). In
some cases, units are alowed to monitor using flow monitoring and emission factors determined through
testing under Appendices D and E. However, these provisons generdly address utility boilers and not
indugtria boilers. IDEM should ether not specify 40 CFR 75 monitoring requirements for industrid
boilers and remove the CEM S requirement or specify aternative methodologies. One aternative could
be the continuous measurement of fuel usage and use of accurate emission factors, based on annud
gtack testing Smilar to the cement kiln provisonsin 326 IAC 10-3. IDEM should dso confirm that the
dternative methodol ogies avallable under 40 CFR 75 will continue to be available under thisrule.
(BSC) (IMPA) (USS) (111) (LTV)

Response: As part of the trading program, U.S. EPA has required monitoring consistent with
40 CFR 75, Subpart H. IDEM has discussed the aternative methodol ogies under 40 CFR 75 and
their availability to industrid boilerswith U.S. EPA. U.S. EPA has stated that the alternatives would be
available aslong as exigting criteria, including emissons thresholds are met. IDEM will continue to
discuss the dternative methodology issue with U.S. EPA. 1t should be noted that the cement kilns are
not included in the trading program and if akiln opts-in, the kiln will have to monitor according to the
trading program and not 326 IAC 10-3.
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Comment: IDEM has included a certification deadline of May 1, 2001 for units that anticipate
requesting early reduction credits. Because this rule will not be effective by that date, we do not believe
this certification deadline is gppropriate. This deadline is unachievable and unfair to sources that are not
part of the Acid Rain program, but wish to participate in the early reduction credit program. A more
gppropriate date would be nine (9) months after the rule is effective to address the complex nature of
the monitoring requirements under thisrule. (CTE) (II1)

Response: IDEM has revised the rule to reflect the need to have a certification prior to the
ozone season for which asource is seeking early reduction credits.

Comment: 326 IAC 10-4-12(f)(3) should be revised to include “or breakdowns totaling less
than five percent (5%) of the total operating time and repairs.” (I11)

Response: The monitoring provisons under thisrule and 40 CFR 75 are very dringent
concerning data availability and IDEM will have to discuss thisissue with U.S. EPA.

Comment: Quarterly reports are unnecessary considering the rule is based on ozone season
compliance. (I11)

Response: Although IDEM agrees that compliance is based on the entire ozone season, IDEM
has discussed thisissue with U.S. EPA to see what the need or rationde is for quarterly reporting.
According to U.S. EPA, the quarterly reporting is needed to assst in identifying problems that could
invaidate monitoring data. By having quarterly reporting, U.S. EPA can identify problems early and
reduce the amount of time that a source would have invalid data

NO, Allowance Banking

Comment: Theincluson of flow controlsif banked alowances exceed ten percent (10%)
createsa“useit or loseit” incentive. In addition, a source may have to sore credits for severd years
to bring anew or exigting unit online. This storage could potentidly bring the banked alowances over
ten percent (10%) and penalize the project. (111)

Comment: Set-asides should not be included in the ten percent (10%) flow control trigger.
(1

Comment: U.S. EPA should caculate the available banked dlowances a a minimum one (1)
year in advance and preferably three (3) yearsin advance to dlow for planning. If thisis not possible,
the proposed language is preferable. (111)

Response: U.S. EPA has not dlowed any flexibility with the flow control provisonsand it is
unlikely that an individud state could dictate how the flow control provisions should function. A new
source would have the ahility to draw from the new source set-aside and should not be affected by the
flow control provisons.
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Permit Requirements

Comment: IDEM should dlarify that dl pollution control projects and associated modifications
that are necessary to comply with this rule are exempt from new source permitting and performance
standard requirements and are to be considered no more than minor source modifications, if
modifications at dl, under the TitleV program. (IEUAWG) (HE) (CIN) (SLE) (NS) (VC)

Response: IDEM anticipates that many, if not dl, of the modifications will fall under pollution
control project exemptions, but IDEM cannot anticipate the nature of every source-specific
modification that will be required for each source to comply with the rule. The state rules do not add
any permitting requirements that are not federaly required. IDEM will follow US EPA policy regarding
pollution control exemptions from federa rules as reflected in the WEPCO decison and other federa
policiesand rules. Title 326 of the Indiana Administrative Code currently contains language regarding
permitting control devices. For a source with a Federaly Enforceable State Operating Permit
(FESOP), the potentid to emit (PTE) exemption levelslisted in 326 IAC 2-1.1-3(d)(1) define when
ingalation of pollution control equipment may qudify as exempt, 326 IAC 2-8-10(a)(11) defines when
ingalation of pollution control equipment qudifies as an adminigrative permit amendment, 326 IAC 2-
8-11.1(d)(3) defines when ingdlation of pollution control equipment qudifies as aminor permit
revison, and 326 IAC 2-8-11.1(f)(2)(I) defines when ingtdlation of pollution control equipment
qudifiesas adgnificant permit revision. 326 IAC 2-8-10 and 2-8-11.1 should be reviewed to
determine what leve of permitting is required for associated modifications at a source.

For asource with a Title V Operating Permit, the potentid to emit (PTE) exemption levels
listed in 326 IAC 2-1.1-3(d)(1) define when ingtdlation of pollution control equipment may qudify as
an exempt modification, 326 IAC 2-7-10.5(d)(3) defines when ingalation of pollution control
equipment qualifies as aminor source modification, and 326 IAC 2-2-1(0)(2)(H) and 2-7-10.5(f)(8)
define when ingalation of pollution control equipment qudifies as a Sgnificant source modification. 326
IAC 2-7-10.5, 2-7-11, and 2-7-12 should be reviewed to determine what level of source modification
and permit modification is required for the associated modifications at a source.

Comment: IDEM should review the cross references under 326 IAC 10-4-7(c) and correct
them accordingly. (AEP) (IEUAWG) (HE) (IPL) (VC)
Response: IDEM will correct any inaccurate cross references.

Comment: The requirement to submit a permit application at least eighteen (18) months prior
to the commencement of operation of anew unit istoo long to alow for flexibility. Boilers can often
times be ingtdled very quickly and IDEM should not require more than two hundred seventy (270)
days. (111) (NS)

Response: In accordance with 326 IAC 2-1.1-8 and 326 IAC 2-7, IDEM has specific time
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periods to aissue permit for anew source or amodification to an existing source after receiving a
complete gpplication. IDEM agrees that an 18-month time frame for gpplication review is excessve for
the types of permits with review periods that are less than 18 months. Therefore, IDEM has revised
the draft rule to reference the applicable time periods for review of permit applications for new sources
and modifications to existing sourcesin 326 IAC 2-1.1-8 and 2-7.

Comment: A process should be defined to insure that information concerning controlsis
incorporated in operating permits. Everyone needs to know what maintenance and modifications relate
to pollution control and what might be related to improvements in generating capacity. The permit
modification process should be at no cost to industry and as streamlined as possible. (VCDH)

Response: 326 IAC 2-7 and 326 IAC 2-8 and 326 IAC 10-4-7 contain specific requirements
for what information sources must submit when requesting a source or permit modification to a Part 70
permit or apermit revision to a Federdly Enforceable State Operating Permit (FESOP). 326 IAC 2-
7-5, 2-7-6, 2-7-10.5, 2-7-11, and 2-7-12 and 326 |AC 2-8-4, 2-8-5, 2-8-10, and 2-8-11 aswell as
326 IAC 10-4-7 contain specific requirements on what information should be included in source and
permit modifications to Part 70 permits and permit revisions to FESOPs for sources that will be subject
to the draft rulewhen it isfind. In addition, IDEM includes atechnica support document (TSD) with
every permit decison to describe the basis for issuing the permit decison. The TSD will include a
discussion of the modification or change that triggered the requirement for the modification or revision
and the effect of that modification or change on the capacity and the potentia to emit of the source.

326 1AC 2 includes specific source and permit modification procedura requirements for Part 70
sources, including issuance schedules and fee requirements, and specific permit revison requirements
for FESOP sources, including issuance schedules and fee requirements. IDEM will follow the existing
rules for the issuance of modifications and revisons for changes required by the draft rule.

NO, Allowance Tracking System

Comment: IDEM should verify that per 326 IAC 10-4-10()), dlocations do not expire and
once held in an account, they can be used in any future year.

Response: Once an alowance has been dlocated, the dlowance is available for use until
transferred, deducted for compliance, or retired.

Comment: Thereisan error in 326 IAC 10-4-10(d)(2)(C). The phrase®... any dternate NO,
authorized account representative any:” should have the second “any” deleted after “representative.”
(NS)

Response: IDEM has made the correction.
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Comment: 326 IAC 10-4-10(d)(3)(C) and (D) address the procedure for changes to account
representatives and dternate representatives and the retention of responsibility for the prior
representative until U.S. EPA receives the superseding application. The responsbility should change
with the postmarking, or dated receipt from a private carrier for shipping of the change of notice
submittal, as dlowed in other IDEM regulations for submittals. (NS)

Response: IDEM has discussed thisissue with U.S. EPA and they have indicated that the
language is needed to address problems that could occur during trangitiona periods between account
representatives. U.S. EPA must know with certainty that the person making the submittal is the person
responsible for the account and will not make a change until anew certificate has been received.

Comment: The language under 326 |AC 10-4-10(n) needs to be revised to say “twenty (20)
businessdays’ congstently throughout this section. (NS)
Response: IDEM agrees and has included the suggested change.

Compliance Date

Comment: We are concerned about whether the draft rules require adequate controls to meet
the Indiana NO, budget and whether the controls are required to be implemented by the May 31, 2004
deadline. IDEM should adopt a 2007 NO, budget consistent with the SIP call and aMay 31, 2004
compliance deadline. (CACI) (HEC) (IWLA) (NRDC) (SDC) (STV) (SCHC) (VWI)

Response: IDEM has proposed rule language consstent with the modd trading rule under the
SIP cdl and aMay 31, 2004 compliance deadline.

Comment: Shortages of skilled trade |abor, materids of construction, and other issues beyond
our reasonable control are likely to create eectric system reiability concernsif the draft rule does not
provide additiond flexibility for the inddlation of controls. To hep minimize risk, IDEM should
establish aMay 1, 2005 compliance date. (AEP) (IMA) (ICC)

Response: IDEM has included the compliance supplement pool provisonsthat U.S. EPA
edtablished for compliance extensions. U.S. EPA has clearly indicated that a rule with a compliance
date later than May 31, 2004 will be disapproved.

Definitions
Comment: The definitions of EGU and large affected unit do not necessaxily differentiate in
terms of dectricd generation. A unit greater than two hundred fifty (250) mmBtwhour that serves a

generator less than twenty-five (25) megawatts and produced eectricity for sde under afirm contract
to the eectric grid would not be subject to thisrule. (111)
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Comment: The definition of large affected unit should be revised to subdivison (A) and (C)
consstent. A unit that serves an dectric generator less than twenty-five (25) megawaits with potentia
to use no more than fifty percent (50%) of the eectrica capacity should be defined as alarge affected
unit regardless of operation commencement. (111)

Comment: 326 IAC 10-4-2(15)(C) should be revised to include “to the grid” after “produces
eectricity for sde” Thiswould address cogeneration in which dectricity is sold back to the source.
(1)

Comment: We do not understand the rationde for the distinctions made between the
provisions of 326 IAC 10-4-2(15)(A), 326 IAC 10-4-2(15)(B) and 326 IAC 10-4-2(15)(C) and
recommend the language of 326 |AC 10-4-2(15)(C) be changed to say “and produces dectricity for
sde under afirm contract to the dectric grid”. (NS)

Comment: We do not understand the rationde for the distinctions made between the
provisions of 326 IAC 10-4-2(24)(A), 326 IAC 10-4-2(24)(B) and 326 IAC 10-4-2(24)(C) and
recommend the language of 326 IAC 10-4-2(24)(C)(i) and (ii) be changed to say “producing
electricity for sdle under afirm contract to the eectric grid”. (NS)

Response: U.S. EPA promulgated these definitions under the Section 126 rule. The definitions
are intended to more clearly define the unitsthat U.S. EPA sought to regulate under the SIP cdll and the
Section 126 rule. By deleting certain dates, IDEM could make some units subject to thisrule, even
though U.S. EPA did not include them during the rule development. There was concern with the
possible deregulation of the ectricity generating system that new sources would seek to circumvent the
rules by ingdling large combustion units serving smal, less than twenty-five (25) megawett generators.
There has dso been increased cogeneration projects that U.S. EPA believed should be subject to the
rule. Units commencing operation after a certain year, serving generators less than twenty-five (25)
megawatts and having heat input capacity over the threshold, were considered by U.S. EPA to belarge
nonEGUSs under the Section 126 rule.

Comment: The definition of “source’ istoo vague and language should be included to clarify
that separate corporations on-site are not part of the same source. (111)

Response: The definition of “source’ is the same as the “source” definition under 40 CFR 72.2
and does not gppear to be inconsstent with the definition of “ stationary source’ in other state and
federd rules. It isimportant that there be congstency in definitions among the Sates in the trading
program so that U.S. EPA can administer the program properly.

Comment: We bdieve that the definition of “commence commercid operation” should be
changed. A unit should not be deemed to have begun commercia operation during the period of testing
prior to beginning norma operation. The IDEM permitting rules acknowledge the need for sart up
testing prior to norma operation and include relief from certain requirements during the period of
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bringing the unit into commercid operation. Congtruction permits aso acknowledge this unique time
when the emisson deviceisin thefind phases of congruction prior to beginning norma commercid
operations. Therefore, we recommend the language “including test generation” be deleted from this
definition. Similarly, the term “generate dectricity for sde or use” should be deleted from the definition.
The “for usg’ term istoo broad and could be misinterpreted to inappropriately trip aemission source
into “commercia operation” upon generation of eectricity for use internd to the operation of the
emisson source (machine). Similarly, the term “ generate eectricity for sal€’ istoo broad and should be
changed to limit the provision to “the generation of dectricity for sdeto the dectric grid”. (NS)

Comment: The definition of “commence operation” should be modified to exclude the period
of testing prior to the beginning of norma operation. (NS)

Response: The suggested changes could have implications on gpplicability determinations and
timing requirements under the rule. IDEM has consulted with U.S. EPA concerning thisissueand it is
U.S. EPA’s position that the definitions should include “test generation” because NO, emissons that
must be accounted for occur during these times.

Comment: Because thisrule isintended to be in place only during the ozone control period, we
believe that the “maximum design heat input” should be based on the maximum design heet input thet is
achievable during the weather conditions of the ozone control period and exclude any vaues based on
conditions that are not representative of the ozone control period. (NS)

Comment: Smilar to the above comment for 326 IAC 10-4-2(26), the “ maximum potentia
hourly heat input” should not be based on conditions that are not representative of the ozone control
period.

Comment: We gppreciate the IDEM’ s recognition of the necessity of and inclusion of the
exemptions during periods of start up, shut down and upsets. However, because thisruleis intended to
only be gpplicable during the ozone control period, we suggest that IDEM add the provision that
“Maximum potentid NO, emisson rate’ be limited to the operating conditions only during the ozone
control period, excluding the start up, shut down and upset periods. 1t would be inappropriate to
determine the maximum potentid NO, emission rate (to be used for the ozone control period only)
based on operating characteritics that are not achievable during the ozone control period.

Comment: Severd of the definitions reate to the parameters used to caculate aNOx emission
rate absent monitoring data. Instead of specifying definitions for parametersto be utilized in
computations that may unfairly overestimate the emissions, we believe that the IDEM should insteed
include rule provisionsthat alow for data subgtitution, asisdlowed inthe U.S. EPA’s Acid Rain
program.

Comment: As expressed in our comment above, we believe that the definition of this
parameter should be limited to the “maximum rated hourly heet input” thet is achievable only during the
ozone control period. An hourly heat input that is achievable during winter conditions should not be
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used for the summer ozone control period. (NS)

Comment: As previoudy stated, we believe that because thisrule is gpplicable only during the
ozone control period, the parameters that are temperature dependent should be acknowledged and
only included assuch intherule. Therefore, the * nameplate capacity”, in reference to the maximum
electrica generating output, should only be the eectricad generating output thet is cgpable of being
achieved during the particular operating period in question. (NS)

Response: IDEM has discussed the suggested changes with U.S. EPA and U.S. EPA has
indicated that the definitions should remain asis. It isespecidly important to have language consistent
with other states in the regiond trading program.

Comment: We bdievethat if 326 IAC 10-4-2(31) is necessary to define, that the averaging
period to which the emisson limit gppliesisintegrd to fairly represent the emisson limitations and not
atificidly and ingppropriately increase the stringency of the source' s emission limit. Therefore, we
recommend that the phrase “regardless of the averaging period to which the emissons limitation
applies’ should be deleted. (NS)

Response: If the intent is to convert an emission limitation so thet it is greeter than the published
emisson limitation, and therefore, receive alarger dlocation, IDEM disagrees. Thiswould be
inconsistent with other changes that require an dlocation based on the more stringent emission rate.

Comment: 326 IAC 10-4-2(46) may need further clarification or modification with respect to
the NO, trading program depending upon the trestment of the Section 126 sources and the outcome of
the pending litigation. (NS)

Response: IDEM has revised the language of the rule to provide for a smooth trangtion for
Section 126 sources to the state NO, rule. Changesto this definition do not appear to be necessary at
thistime.

Comment: It isingppropriate to characterize and define a purchaser of power from aNO,
budget unit as an owner under 326 IAC 10-4-2(52)(C). The purchaser of power from a NOx budget
unit, even if it isalife-of-the-unit, firm power contractua arrangement, is not the owner of the unit and
not necessarily able to exert any control on the operation of the NOx budget unit or control its
emissons. To include a purchaser of power from a NOx budget unit as an owner ingppropriately
assigns to such a person authority and responghility that does not exist. (NS)

Response: IDEM understands the concern.  Discussions with U.S. EPA indicate that they do
believe that a*“purchaser” can exert control and the definition should not be changed.

Comment: The definition of ozone control period should be examined carefully for use given
the court extension of the compliance deadline to May 31, 2004. For smplicity, we recommend that
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the definition be modified to differentiate the ozone control period in the year 2004 from subsequent
years. Thisis especidly important for the compliance language included in the definition of “ton” or
“tonnage’ under 326 IAC 10-4-2(62) and elsawhere throughout the rule. (NS)

Response: IDEM agrees and will make the necessary changes.

Comment: The use of the phrase “other specified time period” in 326 IAC 10-4-2(65) raises
concerns regarding potentia ingppropriate gpplicability to periods outside of the ozone control period.
We note that IDEM is careful to include the term “in any ozone control period” when referring to the
totd or gross output of a unit. Believing that it isthe intent of IDEM to only include the time periods
during the ozone control period, we suggest IDEM change the language “ ... period, or other specified
time period, produced...” to“ ...other specified time period during the ozone control period,
produced...”. (NS)

Comment: The language under 326 IAC 10-4-2(65)(B) should be revised to include “ pounds
of steam at the total steam pressure (psia). (111)

Response: IDEM has reviewed the definition and the rule language. This definition does not
appear in the rule and should be deleted.

Section 126 Rule

Comment: Theincluson of an exemption for sources affected by the Section 126 rule is
supported. U.S. EPA initidly proposed that the NO, SIP call and the Section 126 rules as companion
rules to implement sgnificant NO, reductions. Only in the event a state SIP revision proved inadequate
would the federal Section 126 rule become effective. U.S. EPA has dtered this proposa and has
concluded that unless a state adopts a rule that includesaMay 1, 2003 compliance deadline, the
Section 126 rule will stand. While supporting the exemption, IDEM should continue to discuss the
gtuation with U.S. EPA and dlow for the remova of the Section 126 rule with the submittal of an
approvable SIP rule. (AEP) (IEUAWG) (HE) (IKEC) (CIN) (NS)

Comment: IDEM should include the federd 126 rulemaking in this rule and administer that
program dong with thisrule. (IMPA)

Comment: Sources affected by the Section 126 rule should not be exempt from thisrule
beginning in 2004. If thereis an issue with the May 31, 2004 deadline, this date can be moved to May
1, 2004. (VCDH)

Response: IDEM is committed to a smooth trangtion for Section 126 sources to the state NO,
rule and has included language that would make the Section 126 sources subject to thisrule on May 1,
2004. We will continue to discuss this approach with U.S. EPA.

Compliance Certifications
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Comment: It is unclear why each unit must meet alocations as opposed to the source.
Compliance should only have to be certified for the source, which would avoid the need to conduct
trading among units within the source. (111)

Response: The trading program was established to achieve reductions from specific units and
dlocations are digtributed to individua units condgstent with the manner in which the Acid Rain program
was developed. Because each unit receives a specific dlocation, compliance must be certified for each
unit. Even if source certification was dlowed, sources would be “trading” among units for overdl
compliance.

Comment: The November 30" compliance certification date does not alow enough timeto
trade once the 0zone season is complete and reall ocations from set-asides known. Sources will be
required to scramble to buy the last few tons to come into compliance within a narrow time frame. (111)

Response: The compliance certification date is established by U.S. EPA and U.S. EPA will be
adminigtering the program, not IDEM. Itisunlikely that U.S. EPA would dlow for various dates to
have different compliance certification dates. In addition, sources know how alowances are calculated
and what is necessary for compliance. A source should generdly know well in advance of the
compliance certification date whether or not alowances will need to be purchased and there are other
alowances available than just those redlocated at the end of the season.
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